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ECONOMIC EXPANSION IN 1954-55
Broad expansion in demands of consumers
and businesses has resulted in a marked rise
in total outlays for goods and services from
the moderately reduced level of the sum-
mer of 1954. In the July-September quarter
of 1955, gross national product was at a rec-
ord annual rate of 392 billion dollars, 9 per
cent higher than a year earlier. A further
sizable advance is occurring in the current
quarter. For the year 1955, total product
is now estimated at about 387 billion dol-
lars, 7 per cent above 1954. Most of the
rise represents growth in physical volume.
Since the middle of this year, however, price
advances have been a more important factor
than earlier.
All major types of private expenditures
have contributed to the growth in gross
national product; in contrast, total Govern-
ment purchases of goods and services have
changed little over the past year, as may
be seen on the chart. Consumer spending
has risen more rapidly this year than in
1954, with the upsurge in purchases of auto-
mobiles a dramatic feature of the advance.
Private investment has also risen sharply
from the moderately reduced level of 1954.
A shift from liquidation of business inven-
tories in the summer of 1954 to accumula-
tion last spring has provided an important
expansive impulse, but in recent months the
build-up of stocks has been at a slower rate.
Business outlays for durable equipment have
advanced rapidly since early 1955. Residen-
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NOTE.—Department of Commerce quarterly estimates, ad-
justed for seasonal variation. Private investment includes
gross private domestic investment and net foreign investment.
Government purchases include Federal and State and local
purchases of goods and services.
tial construction activity continued to in-
crease sharply until last spring, but in the
past few months has slackened somewhat.
The growing volume of private spend-
ing has been financed from rising incomes
and from increased use of credit. Consumer
spending for goods and services has ex-
panded more rapidly since early 1954 than
personal income after taxes; in the third
quarter of 1955, personal saving was smaller
in relation to disposable income than at any
time since early 1951.
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Easing credit terms—lower downpay-
ments and longer maturities—have been im-
portant in stimulating expenditures for auto-
mobiles and new homes, and outstanding
consumer instalment credit and mortgage
credit have increased by record amounts.
Terms available on new mortgage lending
have tightened slightly since last spring, but
this has not yet reduced mortgage lending
activity. Bank loans to business have also
expanded rapidly this year and corporate
security issues have continued in large vol-
ume. With over-all private demands for
credit sharply increased in relation to the
available supply of savings and of bank
credit, interest rates on most types of bor-
rowing have risen.
Increased expenditures have resulted in
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NOTE.—Seasonally adjusted series, except for prices. Bureau
of Labor Statistics data for employment and prices, and Federal
Reserve data for production. Industrial prices include those
other than farm products and foods. Latest figures shown are
for October, with consumer price indexes estimated by Federal
Reserve.
as may be seen on the chart. Industrial pro-
duction in October was 142 per cent of the
1947-49 average, a new high and 15 per cent
above the 1954 low. Since June advances in
industrial output and employment have been
at a slower pace. A number of key in-
dustries—particularly in durable goods lines
where demands have expanded most—have
been operating at or close to capacity, and
important materials have been in tight sup-
ply. Output of durable goods has continued
to rise while production of nondurable goods
has regained the advanced spring levels, fol-
lowing some decline in the summer.
Employment at nonfarm establishments
has about reattained its mid-1953 peak, al-
though manufacturing employment is still
below its earlier high. The average work-
week in manufacturing in October was more
than an hour longer than a year earlier
and was close to the postwar record for
the month. Unemployment in October
amounted to 2.1 million persons, or 3 per
cent of the labor force, and was considerably
lower than a year earlier. Substantial wage
increases have been negotiated since spring
in many important industries. In October
average hourly earnings in manufacturing
were more than 5 per cent higher than a
year earlier, with durable goods activities
showing a much larger increase than non-
durable goods lines.
Wholesale prices of industrial commodi-
ties have advanced considerably since mid-
year and in mid-November averaged 4 per
cent higher than a year earlier. The rise
in prices, which at first was confined largely
to materials, has extended to finished goods
in recent months. Prices of farm products,
however, have declined further under the
continued pressure of large supplies. Mean-
while, average consumer prices have changed
relatively little, although prices of commodi-
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1 Third quarter 1955 figures and changes from earlier quarters
are for seasonally adjusted totals at annual rates.
NOTE.—Based on Department of Commerce estimates. Details
may not add. to totals because of rounding.
ties other than foods recently have been
edging up and services have continued to
rise.
CONSUMER EXPENDITURES
Consumer expenditures for goods and
services, which have increased with but
minor interruptions throughout the postwar
period, were 8 per cent larger in the third
quarter of 1955 than a year earlier, and 11
per cent above those of the summer of 1953.
A further rise is apparently taking place in
the current quarter. Nearly all of the in-
crease in dollar outlays over the past year
represents a gain in real consumption, as
average consumer prices have changed rela-
tively little. The growth in per capita real
takings of goods and services during the past
year was one of the largest of the postwar
period.
Durable goods.—The upsurge in consumer
demands for durable goods, particularly au-
tomobiles, has been a major factor in the
expansion in consumer spending, as may
be seen on the chart. In the third quarter
consumer expenditures for autos and parts
were at an annual rate of 18 billion dollars,
nearly 50 per cent higher than a year earlier.
Domestic sales of new cars in 1955 may ex-
ceed 7.5 million units, as compared with
5.5 million in 1954 and the previous record
of about 6.5 million in 1950.
Several factors in addition to increases in
income and employment have contributed
to the unusually sharp advance in auto buy-
ing over the past year. These include the
widespread public appeal of the extensively
changed models for 1955, active competition
among manufacturers and dealers leading
to substantial price discounts at retail, and
a marked easing of instalment financing
terms on new car purchases. Maturities on
PERSONAL CONSUMPTION EXPENDITURES
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NOTE.—Department of Commerce quarterly estimates, ad-
justed for seasonal variation.
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automobile paper have lengthened consid-
erably, and downpayments have declined.
Consumer expenditures for furniture and
household equipment also have risen sub-
stantially since late 1954 and in the third
quarter of 1955 were at a level exceeded
only in 1950. This increase follows rela-
tive stability in such expenditures during
the preceding three years. The largest
gains have occurred in outlays for major
appliances.
Nondurable goods and services.—Con-
sumer purchases of nondurable goods have
accelerated in 1955, rising by 4 per cent from
the first to the third quarter. Spending for
food has increased most rapidly, but all
major types of nondurable goods have par-
ticipated in the rise. Per capita meat con-
sumption, after little change last year, is
showing a marked increase this year.
Consumer expenditures for services have
continued to rise at an annual rate of about
5 per cent, reflecting steady expansion in out-
lays for housing, household operations, med-
ical care, and other services. Price increases
have continued to account for much of the
growth in such outlays.
RESIDENTIAL CONSTRUCTION
Following a rise of more than 40 per cent
from early 1954, the value of residential con-
struction activity, seasonally adjusted, has de-
clined somewhat from the record volume
reached last spring. For the year 1955 the
number of private nonfarm dwelling units
started is expected to exceed 13 million, as
compared with 1.2 million last year and 1.1
million in 1952 and 1953.
The record volume of residential and other
construction activity has exerted strong pres-
sure on supplies of important materials.
Prices of building materials, which began to
rise in mid-1954, have increased more rapidly
since last spring. Increases in these prices
and in wage rates apparently have been re-
flected in some instances in higher prices of
new houses.
The rapid expansion in home building
from early 1954 to the spring of this year
was stimulated in part by relaxation in mort-
gage terms, in turn reflecting pressures from
increased availability of funds. The relaxa-
tion was particularly evident in terms on
Federally underwritten mortgages, with a
sharp rise in 30-year and no-downpayment
VA mortgages. The increase from 1953 to
last spring in the number of houses started
under arrangements for VA-guaranteed fi-
nancing was as large as the increase in total
private starts.
A large proportion of mortgage loans cur-
rently being closed is based upon lending
commitments made earlier. Mortgage terms
have become somewhat tighter since last
spring, particularly on new commitments for
loans to be made in the future. Credit mar-
kets generally have tightened further, and
permissible terms for Federally underwrit-
ten loans have been made less easy. Also,
some limitation has been placed on borrow-
ing of savings and loan associations from
Federal home loan banks.
Purchases of houses, both new and old,
have been financed by a rapid growth in ex-
tensions of mortgage credit. Outstanding
debt on 1- to 4-family nonfarm houses rose
at a record annual rate, estimated at about
13 billion dollars during the first three quar-
ters of this year, as compared with 9.5 billion
in the calendar year 1954 and 7.5 billion in
1953.
BUSINESS INVESTMENT
Business investment outlays have advanced
rapidly from a year ago to a level exceeded
only in 1951. Changes in business invento-
ries have accounted for most of the recent
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NOTE.—Based on Department of Commerce quarterly esti-
mates, adjusted for seasonal variation. Business construction
excludes residential and private institutional building. Total
business investment includes components shown.
fluctuations in business investment expendi-
tures, as may be seen on the chart. The shift
from rapid liquidation of stocks in the third
quarter of last year to moderate accumula-
tion in the second quarter of this year repre-
sented an increase in business spending at an
annual rate of 9 billion dollars. Subse-
quently, in the third quarter, the rate of ac-
cumulation of inventories declined. Out-
lays for business construction have risen
appreciably since late 1954, after a year and
a half of relative stability, and expenditures
for producers' durable equipment have in-
creased sharply since early this year after a
period of moderate contraction.
Businesses have been in a strong financial
position to increase their outlays for inven-
tories and fixed capital. Total internal funds
of corporations from retained earnings and
depreciation allowances increased slightly in
1954, despite declines in sales and in profits
before tax; elimination of the excess profits
tax moderated the decline in retained earn-
ings, and depreciation allowances continued
to grow. Since the autumn of 1954 corpo-
rate profits after tax have risen sharply to the
highest level for any period except the latter
part of 1950, and retained earnings have in-
creased more than one-half, despite contin-
ued growth in dividend payments. Depreci-
ation allowances have risen further, and
total corporate internal funds in the third
quarter of this year are estimated at a level
about a third above the 1953 average.
Fixed investment.—Growth in business
construction outlays this year has reflected
resumption of increases in industrial con-
struction and acceleration of growth in com-
mercial building. The dollar value of com-
mercial construction in the third quarter was
in record amount, nearly twice the 1953
quarterly average. Public utility construc-
tion has shown little change, while farm
construction this year has continued the de-
cline which began in 1952.
Business expenditures for new durable
equipment showed a delayed reaction both
to the 1953-54 decline in economic activity
and to the more recent increase. Such out-
lays reached a low point in the first quarter
of 1955, when they were 14 per cent below
the peak in the autumn of 1953. In the
third quarter of this year, however, spending
for producers' equipment surpassed its ear-
lier record level.
Recent surveys of business plans for out-
lays on new plant and equipment point
towards continued expansion. The survey
taken by the McGraw-Hill Publishing Com-
pany in October indicates plans for busi-
ness fixed investment outlays in 1956 13 per
cent higher than estimated spending in 1955,
the largest increase reported since 1951. A
rise in spending of this magnitude for the
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year 1956 implies further increases from the
record level apparently being attained in the
current quarter. Most industry groups plan
increases in plant and equipment spending
next year, with investment plans for manu-
facturing up 30 per cent.
Inventories.—The increase in book value
of business inventories from last year's low,
according to available data, has not been
large in relation to the expansion in sales,
as is indicated on the chart. Among the
factors contributing to the moderate nature
of inventory accumulation has been the lim-
ited availability of supplies in areas where
demands have been particularly strong.
In durable goods lines, stocks appear to
be below their 1953 peak levels while sales
are at record levels; the stock-sales ratio ap-
parently is the lowest in four years. Non-
durable goods inventories have been remark-
ably stable in recent years, and the increase
in sales since last year has brought the stock-
sales ratio to the lowest level since 1950.
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NOTE.—Department of Commerce monthly data, seasonally
adjusted, for manufacturers, wholesalers, and retailers. Latest
sales figures shown are for September; latest inventories, for
the end of September.
The build-up of business stocks has been
moderate even though new orders received
by manufacturers have risen sharply since
mid-1954. In August and September new
orders were close to record levels, and sub-
stantially in excess of current sales.
The increase in book value of inventories
held by manufacturers and distributors from
their low at the end of 1954 to the end of
September 1955 amounted to 3 billion dol-
lars. Part of the increase, particularly in re-
cent months, reflected price advances rather
than expansion in the physical volume of
stocks. Manufacturers' stocks increased nearly
1.5 billion dollars, mainly in durable goods
lines. Nearly all of the increase was in
purchased materials and goods in process,
with little rise in finished goods. Among
distributors, stocks of automotive dealers, of
all other retailers combined, and of whole-
salers each rose by approximately 500 million
dollars.
GOVERNMENT EXPENDITURES
In contrast with private expenditures, total
Government purchases of goods and services
have been relatively stable over the past
year. A further rise in State and local gov-
ernment spending has about offset a small
decline in Federal spending.
Federal purchases for national security
programs since late 1954 have been near
an annual rate of 41 billion dollars, follow-
ing a sharp decline from the peak rate of
53 billion in mid-1953. The proportion of
total output taken by national security pro-
grams is currently 10.5 per cent, as compared
with 14.5 per cent in mid-1953 and the
1947-49 average of 6.5 per cent. Federal
purchases of goods and services for pro-
grams other than national security also have
changed little over the past year. Federal
purchases under the farm price support pro-
gram declined substantially in 1954 from the
1220 FEDERAL RESERVE BULLETIN
Federal Reserve Bulletin: November 1955ECONOMIC EXPANSION IN 1954-5 5
record 1953 level and are likely to show
some further reduction this year.
State and local government purchases of
goods and services have continued their
steady postwar growth, with increases both
in construction and in compensation of em-
ployees. The rise in construction activity
of State and local governments this year
will probably be smaller than last year,
however, and their security issues, including
those for highway construction, will not
reach the high 1954 level.
PERSONAL INCOME AND SAVING
Expansion in consumer spending has been
supported by an increased flow of personal in-
come, particularly since the autumn of last
year. In September personal income was
at a seasonally adjusted annual rate of 308
billion dollars. This was 20 billion, or 7
per cent, above both the level of a year
earlier and the previous peak reached in
mid-1953. A further increase apparently
occurred in October.
Wages and salaries, which had declined
more sharply than total income in the reces-
sion of 1953-54, have risen more than 8 per
cent in the past year to a new high. The larg-
est gains have occurred in commodity-pro-
ducing industries, where most of the earlier
decline had occurred. Wages and salaries in
the distributive and service industries have
continued to increase appreciably. The rise in
wage income has reflected the sharp growth
in employment, a lengthening of the work-
week in manufacturing and other activities,
and continued advances in wage rates.
Income of farm proprietors has declined
further in 1955, and in the third quarter was
at about the lowest level since late 1949.
Transfer payments have changed little since
late 1954 as declines in unemployment com-
PIRSONAL INCOME, CONSUMPTION, AND SAVING














NOTE.—Department of Commerce quarterly estimates, ad-
justed for seasonal variation.
pensation benefits have offset continued
growth in payments under Old Age and
Survivors' Insurance and other programs.
Dividends, interest, and income of nonfarm
proprietors have all continued to rise steadily.
Gains in consumer spending have out-
paced growth in disposable income, as may
be seen on the chart, and net personal saving
fell from an annual rate of 21 billion dollars
in late 1953 and early 1954 to 16 billion in
the third quarter of 1955. The ratio of such
saving to disposable income has been run-
ning at about 6 per cent this year, the lowest
since early 1951. An important factor in
consumers' ability to increase their spending
relative to current income has been the
increase in their use of credit; growth in
their outstanding debt has been in record
volume. In the aggregate, however, individ-
uals have continued to add substantially to
their holdings of financial assets in the form
of currency, demand and time deposits, sav-
ings and loan shares, and securities.
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